CHAPTER IV
THE HISTORICAL SIGNIFICANCE OF MONEY

The quantity theory of money was the doctrinal answer
in a season of monetary tranquillity to a chapter of long
bewilderment. But like Ricardo's theory of foreign trade,
it did not play a significant role in the history.of money
itself. For it moved always in the upper atmosphere of
pure theory. The historical problems were more pedestrian.
What should be the standard metal? Is a rise of prices a
good or bad thing? Why do prices fluctuate? Why is
the foreign exchange favourable or unfavourable ? Questions
of this order assumed a new importance, if they were not
asked for the first time, in the second half of the sixteenth
century, when two phenomena showed up side by side.

The first was the nation state, strongest of all in the
monarchy of France, of which the Emperor Maximilian said
that, while he, Maximilian, was a king of kings because no
one felt bound to obey him, the King of France was a king
of beasts because no one dared to resist him. Therefore,
the French king was able to work his will on the currency,
crying it up and crying it down, according to his necessity.
The final length to which this could be carried was shown
by John Law in the hectic years of 1717-20. It was a
tremendous exercise of sovereignty to declare by royal order
that on a given day the coin in every Frenchman's pocket
should pass for 40 or 50 or 80 or 100 per cent, more than
yester-year. Yet this is what Law took power to do, and
what earlier kings had done, though less suddenly. It is,
therefore, not surprising that the stolid burghers of Holland
demonetised the shifting currency of this and other lands
by establishing in 1609 a Bank of Amsterdam, which issued
a bank money, with a full backing of precious metal, that
varied in value only as the precious metals themselves
varied. But Francophile kings of-England watched their
cousins of France with envy, and one of them was strong
enough to impose base metal on his subjects, namely,
Henry VIII of all-round disreputable memory. The
debasement endured through the short reign of his luckless
son, but then the people struck, and Bloody Mary had to
return to the old fineness.
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